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Reserve Bank of India’s Report on Currency and Finance 


The Reserve Bank of India’s Report on Currency and 
Finance for the fiscal year ended March 31, 


that there was a substantial measure of stability in India 


1956 states 


during the year. This stability is seen in better perspec- 
tive when the progress made in the period of the First 
Five Year Plan is taken into account. During those five 
years, there were increases of 18 per cent in national 
income, 25-30 per cent in industrial production, about 
20 per cent in agricultural output, and 10 per cent in the 
money supply, and declines of 13 per cent in wholesale 
prices and 5 per cent in the working-class cost of living 
index. The budgetary deficit of the Center and States 
together was of the order of Rs 4 billion, against a total 
Plan outlay of a little under Rs 20 billion. The Govern- 
ment’s borrowing program was more than fulfilled, with 
net market borrowings during the five-year period ex 
ceeding by Rs 620 million the Plan target of Rs 1.15 
billion. The balance of payments deficit in the entire 
five-year period was small; it resulted in a decline of 
Rs 1.21 billion (US$254 million) 


reserves. The disinflationary but flexible monetary policy 


in foreign exchange 
adopted in mid-November 1951 contributed in some 
measure to the establishment of stability in the economy 

The Report refers to the emergence, toward the close 
of 1955-56, of some symptoms of inflation, and empha- 
sizes the importance of restraining the considerable in- 
flationary potential arising from the development expen- 
diture in the public and private sectors and from deficit 
financing under the Plan. In this task, fiscal and mone 
tary policies will have to play an increasingly important 
role. In bringing about rapid economic development with 
financial stability, the Reserve Bank has been active in 
ensuring that adequate credit becomes available to match 
the growing requirements of the economy, has built up 
and strengthened financial institutions needed for the 
diversified growth of the economy, and has given pa 
ticular attention to the rehabilitation and development 
of the machinery of rural credit. 

The pace of economic growth in India was accelerated 
in 1955-56, and the rate of investment in the public and 
private sectors appears to have increased further. Indus 
trial production in 1955 rose by about 8 per cent, com 
pared with a rise of 7 per cent in 1954. In many indus- 
tries, particularly sugar, paper, jute manufactures, and 
general engineering, the targets fixed for the First Plan 
period were exceeded. According to available estimates, 
total agricultural production in the 1955-56 crop year 


vas about the same as in 1954-55. Rice output, however, 
exceeded that in 1954-55 by 4 per cent, and production 
of raw jute increased substantially; production of raw 
cotton and oilseeds, on the other hand, declined. 

The Economic Adviser’s general index of wholesale 
prices rose by 11.6 per cent in 1955-56, in contrast to a 
more or less equivalent decline in 1954-55. While, to a 
substantial extent, the rise in commodity prices was a 
correction of the rather sharp fall in 1954-55, it also 
reflected the decline in output of some primary commodi- 
ties and the rise in exports, particularly raw cotton, oils, 
and oilseeds. In addition, the rise appears to have been 
stimulated in part by the higher rate of investment outlay 
in the economy and rising consumption expenditure. 
Sporadic speculative and hoarding tendencies were also 
evident, possibly assisted to some extent by bank credit. 
In these circumstances, the Government’s price policy, 
which early in the year continued to be directed toward 
arresting the price decline, was later switched to a policy 
of arresting the rising trend of prices. Restrictions on 
exports were imposed, government stocks of foodgrains 
were released for sale to the public at fair prices, larger 
imports were permitted, and credit policy was adjusted 
toward achieving the desired objective. 

The money supply rose in 1955-56 by Rs 2.64 billion, 
or 13.7 per cent, compared with an increase of Rs 1.27 
billion in 1954-55. The main factors contributing to 
the expansion were the budgetary deficit and the increase 
in bank credit. Scheduled bank credit increased by 
Rs 1.38 billion, against Rs 850 million in 1954-55. The 
sharp rise accounted for the greater stringency in the 
money market during the major part of the year, with 
MOC s ruling higher. Banks accordingly resorted 
to th serve Bank for larger loans: the increase in such 
loans the year was Rs 280 million, or 76 per cent. 

The zilt-edged market was firm throughout practically 
the entire year, in spite of substantial government bor- 
rowing and some net sales of securities by the Reserve 
Bank. Share prices rose by 6 per cent, reflecting largely 
the long-term prospects for substantial industrial growth 
as well as the sizable increase in current industrial profits. 
The various government measures to strengthen the insti- 
tutional setup for financing industries and to check the 
major abuses in company management and stock market 
trading seem to have aided investment confidence. 

The budget deficit of the Central and State Governments 


together was larger in 1955-56 than in 1954-55, owing 
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to the accelerated tempo of development expenditure. 


Plan outlay in 1955-56 rose to about Rs 6 billion, from 
Rs 4.75 billion in 1954-55. The over-all deficit of the 
Central Government, as measured by the increase in its 
floating debt held by the Reserve Bank and the change in 
its cash balance, increased to about Rs 1.69 billion, from 
Rs 1.09 billion in 1954-55. 
recent data indicate a total surplus of Rs 120 million 


in 1955-56. 


For the State Governments. 


When account is taken of the increase in receipts 
under official donations from Rs 160 million in 1954-55 
to Rs 460 million in 1955-56, India’s current account 


surplus for the year is provisionally estimated to have 


Europe 


U.K. Credit Restrictions 


After a meeting on July 24 of the Chancellor of the 
Exchequer with the chairmen of the London clearing 
banks and representatives of all the other principal 
banking groups in the United Kingdom, it was stated 
that, in reviewing the economic situation, the “Chan- 
cellor emphasized that the control of inflation was an 
essential condition of success in dealing with all other 
economi problems. It was recognized that effective 
action could only be taken if the Government and the 
banking organizations worked in close cooperation. 

“The Chancellor reviewed the measures taken by the 
Government before, in, and since this year’s budget, in- 
cluding measures influencing the supply of money. He 
indicated that the Government would press on with these 
measures, the effectiveness of which would increase as 
the vear went on. 

“The Government recognized the valuable part already 
played by the banking system in maintaining credit 
restrictions in the face of considerable difficulties. But 
the Chancellor asked that the contraction of credit should 
he resolutely pursued and that there should be no relaxa- 
tion in the present critical attitude towards applications 
for bank finance.” 

The Times, London, England, July 25, 1956. 


Source: 


U.K. Government Finances 


700 


Provision for additional expenditure of £28.8 million 
by the U.K. civil and revenue departments has been made 
in supplementary estimates. The principal items are 
extra Post Office costs and increased salaries for teachers. 
The combined effect of the recently announced cuts of 
£76 million (see this News Survey, Vol. 1X, p. 2), of 
which £20 million was allowed for in the budget esti- 
mates, and of these supplementary estimates is an in- 
cfease in the prospective “above the line” surplus from 
£160 million to £487 million. 

The latest Exchequer returns show that the deficit 


“above the line” is running higher than it was at this 


increased to Rs 207 million, from a surplus of Rs 83 
million in 1954-55. The current surplus with the dollar 
area rose from Rs 160 million to Rs 460 million, owing 
entirely to larger receipts under official donations. With 
Pakistan there was a deficit of Rs 50 million in 1955-56, 
compared with a surplus of the same amount in 1954-55. 
The balances with other regions showed no significant 
foreign exchange reserves rose by 


changes. India’s 


Rs 150 million during the 


(US$1.77 billion). 


year, to Rs 8.43 billion 
Source: Reserve Bank of India, Press Summary of the 
Finance. 1955-56. 
Bombay, India, July 18, 1956. 


Report on Currency and 


stage last year, but that the “below the line” deficit is 
appreciably smaller. The over-all deficit of £214 million 
compares with one of £300 million 12 months ago. To 
some extent, this reflects the fact that the financing of 
the nationalized industries as not yet been formally 
transferred to the Exchequer, but the main reason is the 


sharp fall in loans to local authorities. 


Source: The Times, London, England. July 11. 1956. 


U.K. Dollar Securities 


The Financial Secretary to the U.K. Treasury has 
stated that the Government has sold £6.5 million of U.S. 
securities since February 21. This sale does not repre- 
sent any change in policy, which is to retain these assets 
while making minor adjustments from time to time. 
Recently, the premium on dollar securities in London 
has risen to 4!'% per cent and, although no official 
explanation of the timing of the sales has been given, it 
is understood that stocks have been sold when the 
premium is appreciable because it is then reasonable to 
assume that they will be bought by British investors. 
If the Government reduces the premium by increasing 
the supply of securities, it is, in addition, indirectly 
strengthening the rate for security sterling in the foreign 


exchange market. 


Source: The Times, London. England. July 20. 1956 


U.K. Trade 


Total U.K. exports (f.o.b.) fell by £9 million in June, 
to £288.3 million: the May figure, however, included the 
value of the liner Empress of Britain, estimated at £5.7 
million (see this News Survey, Vol. VIII, p. 398). Ex 
ports in both months included about £2!» million of 
silver bullion repaid to the United States. 
(c.i.f.) in June were £340.3 million. 


Imports 


For the first six months of the year, imports were 
£1,977.9 (c.i.f.), 
£1,904.7 million in the corresponding period of 1955. 
£1,449.3 million (f.o.b.) to 
£1.671.3 million, so that the adverse balance fell from 


valued at million compared with 


Exports increased from 
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£455.4 million to £306.6 million. Exports in the first 
half of 1955 were reduced by strikes; their “real” rate 
of increase is estimated at 9-10 per cent rather than the 
indicated 15 per cent. Imports were also affected by 


the strikes but by a smaller amount. 


Sources: The Financial Times, July 12. 1956, and The 


Economist, July 14. 1956. London, England. 


Credit Restrictions in France 


As of July 19, the French monetary authorities require 
commercial banks to invest a minimum of 25 per cent 
of their deposits in short-term Treasury paper. Hitherto, 
banks had been required to maintain, as a minimum 
holdings of Treasury paper equal to 95 per cent of their 
holdings on September 30, 1948 and had to invest 20 
per cent of new deposits in short-term Treasury paper. 
In the summer of 1956, the banks’ average holdings of 
Treasury bills amounted to approximately 21 per cent 
of their deposits. The new measure should make avail 
able some F 80 billion to the Treasury and have the effect 
of decreasing the banks’ potential for further credit to 
the private sector. 


Also on July 19, the minimum down payment require 
ment on installment purchases was raised from 20 per 
cent to 25 per cent. In addition, consumer credit insti- 
tutions must limit the volume of outstanding consumer 
credit to eight times their own resources instead of ten 
times as previously. While the volume of installment 
credit in France is still moderate, it has risen rapidly this 
year: at the end of March, it was F 146 billion, com 
pared with F 88 billion at the end of 1954 and F 137 
billion at the end of 1955. 


Sources: Le Monde, Paris. France, July 21 and 22, 1956 


ae, 


Effect of U.S. Defense Force on Icelandic Economy 


An article in Fjarmalatidindi, published by the Statis- 
tical Section of the National Bank of Iceland, reviews the 
impact on the economy of Iceland of the U.S. Defense 
Force stationed at the Keflavik Airport. Between 1951, 
when a defense agreement was signed by Iceland and 
the United States, and the end of 1955, the U.S. Defense 
Force had spent IKr 777 million (US$47.5 million) for 
Icelandic goods and services. The expenditures reached 
a peak of IKr 252 million ($15.4 million) in 1953, and 
then fell to IKr 229 million ($14.1 million) in 1955. 
The cost of operation and maintenance of defense instal 
lations steadily increased, amounting in 1955 to [Kr 77 
million ($4.7 million). At the same time, there was a 
decrease in construction expenditure, resulting primarily 
from a request of the Icelandic Government to the De- 
fense Force to limit demand for labor in consideration 
of the needs of Icelandic industries. In 1955 the banks’ 
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purchases of foreign exchange from the Defense Force 
and its contractors amounted to 17.9 per cent of the 


banks’ total purchases of foreign exchange. 


In regard to the impact on the labor market, the article 
points out that the peak of employment was reached in 
September 1953 when 3.056 Icelanders were employed 
at the Airport. By the end of 1955, the number had 
fallen to 1,761, of whom about 500 were employed in 
operations and maintenance work. The reason for the 
decline was that, when it became apparent in 1953 that 
the workers employed by the Defense Force exceeded 
the desirable limit, it was decided to reduce defense 
work in order to lessen the pressure on the labor market. 
While wage rates at the Airport were the same as in the 
Icelandic industries, work at the Airport drew labor 
from other industries, because of higher earnings as 
esult of 


a 
vertime. At the same time that the defense 
work was being carried out, Icelandic capital investment 
rose sharply and caused a great labor shortage in the 
onstruction industry. This situation affected other indus- 
tries unfavorably by drawing on their labor supplies and 
ncreasing production costs because of the higher wages 
that had to be paid. 


[he Defense Force expenditures have greatly in- 
reased the demand for goods and services, and they are 
partly responsible for the substantial increase in the real 
national product since 1951. The expenditures have also 
ncreased the foreign exchange earnings of the country, 
ind the activities at the Airport have not caused a reduc 
tion of Icelandic exports. But the increased consumption 
ind investment demands resulting from the higher wage 
earnings have led to a substantial rise in imports, which 
has wiped out the favorable effects on the balance of 


payments of the dollar earnings from the Defense Force. 


Source: National Bank of Iceland, F jarmalatidindi, Reyk- 
javik, Iceland, January-April 1956. 


Employment in West Germany 


[he number of persons employed in the Federal Re- 
public of Germany at the end of June was 18.4 million. 
nearly 5 million greater than at mid-1948 and some 
984,000, or 3.3 per cent, above the previous peak reached 
at the end of September 1955. The ratio of the number 
unemployed to those employed was 2.5 per cent, com- 
pared with 4.1 per cent at the end of June 1955 and 2.7 


per cent at the end of September 1955. A further growth 


of employment during the coming months is anticipated, 
although the rate of growth will probably be smaller than 


in the summer of last year. It is expected that there will 


remain about 300,000 unemployed for whom jobs cannot 
be found. 


Source: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, July 18, 1956. 





U.S. Treaty with West Germany 


\ treaty of friendship, commerce, and navigation be- 
tween the United States and the Federal Republic of 
Germany came into force on July 14. Like others nego- 
tiated by the United States since 1946, this treaty places 
special emphasis on the rights of foreign investors and 
businessmen in the two countries 

The two countries guarantee each other like treat 
ment in a wide range of activities. The right to control 
and manage foreign branches is guaranteed on terms 
no less favorable than those accorded to similar domesti: 
enterprises. National treatment is also guaranteed with 
respect to obtaining and maintaining patents or trade- 
marks and the payment of taxes, fees, or charges “im- 
posed upon or applied to income, capital. transactions, 
activities or any other object.” 

The importance of private investment is further rec- 
ognized by the agreement to do nothing to hamper un- 
movement of 


necessarily the international 


investment 
capital. Reasonable facilities will be provided for the 
withdrawal of earnings or capital funds, and exchange 
restrictions will not be imposed which arbitrarily dis 
criminate against either party. 

Each party agrees to grant to the products of the other 
the same treatment granted to those domestically pro 
duced in all matters affecting internal taxation, sale. 
distribution, storage, and use. 


Source: U.S. Council of the International Chamber of 


Commerce, Notes on International Economic Is 


sues, No. 4. New York, N.Y., July 16, 1956. 


Middle East 


Use and Output of Chemical Fertilizers in Middle East 


Consumption of chemical fertilizers in the Middle East 
in 1955-56 had risen to 230,000 tons, compared with 
90,000 tons in 1938. Egypt is still the largest consumer 
of chemical products, although its share of the total is 
diminishing. Whereas in 1938 Egypt had accounted for 
94 per cent of total consumption, in 1955-56 it used 
55 per cent. 

Phe three main producing countries in the region are 
Turkey, Egypt, and Israel. Production in each of these 
countries has increased rapidly, total production of super- 
phosphates rising from 82,000 tons in 1950 to 200,000 
tons in 1954. In Egypt, plans are under way for the 
completion by 1960 of a plant to produce 370,000 tons 
per year of ammonium nitrate, and similar increases 
are planned in Turkey and Israel. In Jordan, a company 
has been established with the help of other Arab League 
countries for the purpose of producing 70,000-100,000 
tons of potash annually, and another company to produce 
100,000 tons of superphosphates is under consideration 
by the Jordan Government. 
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On the whole, the Middle East is a surplus area in 
fertilizers, and is becoming of increasing importance in 
the export of phosphates and potash. It has a small 
deficit in nitrogenous fertilizers, however, Egypt import- 
ing about 90,000 tons annually. 

Source: United Nations, Department of Economic and 
Social Affairs, Economic Developments in the 
Viddle East, 1954-1955, New York, N-.Y.. 
May 1956. 


Saving Scheme in Israel 


In line with its policy of combating inflationary pressure, 
the Government of Israel decided, in agreement with the 
Central Bank, toward the end of 1955 to encourage sav 
ings by granting tax relief on income derived from sav- 
ings made under authorized schemes and by introducing 
changes in bank liquidity regulations. For the time 
being. the Government has done this by means of special 
agreements with two banks (the Bank Leumi le-Israel and 
the Palestine Discount Bank) which, inter alia, specify 
the manner in which such savings 


the banks. 


for 3-5 years) have met with a good response from the 


deposits may be 
invested by The savings schemes (usually 
public, although, in contrast to the long-term security 
issues of the Palestine Electric 
Vews Survey, Vol, IX, p. 4), they are not linked to the 


dollar exchange rate or the cost of living index. A 


Corporation (see this 


scheme has been approved by the Minister of Finance 
whereby up to 60 per cent of the money received by banks 
through these savings projects may be invested in ap 
proved securities purchased at par or issued under the 
Encouragement of Savings Order of 1956. Up to 25 per 
cent may be invested in approved development loans 
and the remainder as the bank sees fit. 

The Bank Leumi le-Israel has offered to the public 
two savings plans. Under the first, savings accounts 
may be opened for I£10 or a multiple thereof, repayable 
on June 30, 1959. The actual amount deposited is less, 
being equal to the present value of the nominal amount 
for redemption, calculated at 5%4 per cent compound 
interest. The money can be withdrawn before the agreed 
date, on 30 days’ notice, but the greater part of the 
interest. as well as the income tax benefits associated with 
these accounts, are then forfeited. 

The second plan provides for the sale of bearer sav- 
ings certificates in amounts from I£500 to 1£5,000, also 
repayable on June 30, 1959 on the same terms and con- 
ditions, except that the certificates are not redeemable 
before the date of maturity. The Bank Leumi le-Israel 
intends to create a market for these certificates so that 
they may be sold at any time, and it is hoped to turn 
them into a kind of bond which would be a new feature 
in Israel’s money market. The difference between the 
amount paid in and the ultimate redemption value is 


considered a capital gain under the income tax law, and 
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therefore is not liable to income tax. It is intended to 
submit legislation to Parliament providing for the exemp- 
tion of such interest and capital gains from income tax 
on condition that the capital amounts involved do not 
exceed [£5,000 per person. 

The Palestine Discount Bank has also announced two 
savings schemes. Under the first, any deposit from [£100 
to [£5,000 retained in the bank for five years will receive 
a 33) per cent premium free of income tax; deposits 
retained three years will earn 17 per cent. The second 
plan concerns monthly savings, ranging from I£5 to 
1£100. 


a 15 per cent tax free premium; after three years, a 


At the end of five years, the depositor will receive 


9 per cent premium. In both plans the deposit may be 
withdrawn on 30 days’ notice. 

These bank plans followed the successful launching of 
two savings programs initiated by the Government. The 
“Save in Groves” project was designed to enable earners 
in the medium to low income brackets to acquire small 
citrus groves of 10, 15, 


0.2471 


are required to pay for their groves in installments ovet 


and 20 dunams (1 dunam 


acres) through a savings scheme. 


Purchasers 
14 years, with cash payments during the first six years 
and payments through the sale of the fruit produced by 
the groves during the remaining eight years. 

The “Homes Through Savings” project, begun in 
May 1955, has attracted more than 14,000 subscribers. 
After an initial deposit, there is a monthly payment of 
1£25, which bears 4 per cent interest free of taxes. Elig- 
ible participants are new immigrants, agricultural settlers. 
residents in development areas, inhabitants of ma’barot, 
slum dwellers, parents wishing to provide flats for their 
children, and ageing single persons. Foreign residents 
may also participate on behalf of Israeli relatives, pro- 
vided that such relatives fall into one of the eligible 
categories. 

Another savings scheme has been launched by the 


General Cooperative Association of Labor, which through 


Ingrot Ltd. has offered to the public debentures to the 


value of 1£10 million, interest upon which, at the rate 


of 6! per cent, will be linked to the U.S. dollar exchange 
rate for one half of the debentures, and to the retail 
price index for the other half. 


Sources: Ministry of Commerce and Industry, /srael 
1956, and The 
Jerusalem Post, July 16, 1956, Jerusalem, Israel; 
Bank Leumi le-Israel B.M., Annual Report and 
Accounts 1955, and The Workers’ Bank Lim 
ited, The Thirty-Fourth Annual Report, 1955, 


Tel-Aviv, Israel. 


Economic Bulletin, February 


Agricultural Credit in Lebanon and Syria 


Under a new law, the Lebanese Agricultural, Industrial, 
and Real Estate Bank is authorized to borrow up to 
LL 3 million in 1956 from the Bank of Syria and Lebanon 


(BSL). This will be in addition to the LL 10 million 
authorized in the law establishing the Bank. The new 
loan from the BSL 
credit. 


will be earmarked for agricultural 


The Agricultural Bank of Syria has reported that in 
1955 it granted 37,636 short-term loans, valued at LS 26.2 
million. The number of long-term agricultural loans was 
1,500, valued at LS 3.3 million. It is officially reported 
that the capital of the Bank will be increased to LS 100 
million to permit an expansion of its loans. 


~ 


Levant, Beirut, Lebanon. 


June 16 and July 11. 1956. 


ources: Le Commerce du 


Iraq's Oil Revenues 


Iraq's oil revenues for the first half of the current 
year amounted to ID 38 million (US$106.4 million). 
compared with ID 35.5 million for the corresponding 
period in 1955. Oil revenues for the whole of 1956 are 
estimated at ID 77 million, about ID 15 million more 
than was estimated when the oil agreement between [rag 
and the Iraq Petroleum Company came into effect in 
1951. This increase has led the Development Board to 
substitute for its five-year plan, with expenditures of 
ID 303 million, a six-year plan, with expenditures of 
more than ID 500 million (see this 


Vol. VIII, p. 337). 


Source: 


Vews Survey, 
The Iraq Times, Baghdad, Iraq, July 9, 1956. 


Pakistan-U.S.5.R. Trade and Payments Agreement 


The first trade and payments agreement between 
Pakistan and the U.S.S.R. was signed on June 27. It 
provides for most-favored-nation treatment. The majo 
exports from Pakistan are to be jute, jute manufactures, 
otton, wool, hides and skins, tanned leather, and tea, 
and its imports will be industrial equipment, agricultural 
machinery, ball bearings, metals, chemicals, petroleum, 
and timber. The accounts established under the agree- 
ment are to be maintained at the State Bank of Pakistan. 


Source: Dawn, Karachi, Pakistan, June 28, 1956. 


Far East 


Electric Power Production in Cambodia 


Production of electric power in Cambodia expanded 
steadily during the last ten years. from 5.2 million kwh 


in 1945 to 27.8 million in 1955. In the first quarter of 


1956, it increased further, to 6.8 million kwh, against 
6.7 million kwh during the first quarter of 1955. About 
85 per cent of production is in the Phnoém-Penh area; 
production in other areas has developed only since 1950. 
Source: Banque Nationale du Cambodge, Service des 
Etudes et de la Documentation, Bulletin Mensuel, 
Phnom-Penh, Cambodia, May 1956. 





38 


INTERNATIONAL FINANCIAL News SurveY, August 3, 1956 


————LLLLLLLLBLPBLLBBLBLBLLLLLLLLLLLLLLLL LLL LLL LLL LL Ltt 


Japan's Foreign Exchange Receipts and Payments 


Japan’s foreign exchange receipts and payments dur- 
ing the first six months of 1956 showed a favorable bal- 
ance of $249 million, with receipts of $1,565.5 million 
and payments of $1,316.5 million. If deferred payments 
of $106 million for usance bill imports and others are 
taken into account, the favorable balance would be re- 
duced to $143 million. 


Receipts for exports of goods amounted to $1,177.3 
million, 34 per cent more than in the first half of 1955. 
and payments for imports of goods to $1,099.9 million. 
an increase of 2] per cent. Exports of textiles increased 
by some $100 million, to $422 million, and of vessels by 
$86 million, to $112 million. There was a large increase 
of imports of metal minerals and a slight increase in 
imports of textile raw materials. Imports of foodstuffs 
declined by $30 million, as a result of the bumper rice 
crop of 1955 and decreased prices abroad. 

In invisible trade, receipts totaled $388.1 million, in- 
cluding $281.6 million on account of special procure- 
ments, and payments amounted to $216.6 million. 
Source: Bank of Tokyo, Weekly Review of Economic Af- 

fairs in Japan, Tokyo, Japan, July 14, 1956. 


Philippine Barter Trade 


Barter trade with the United States and other countries 
without exchange controls and with free ports, such as 
Hong Kong, will no longer be allowed in the Philippines 
under revised regulations implementing the No-Dollar 
Import Law (see this News Survey, Vol. VIII, p. 378). 
These regulations also prohibit trading firms or individ- 
uals who are not producers from engaging in straight 
barter transactions even if they were previously author- 
ized to do so. 

Private barter trade with the United States is reported 
to have been insignificant, amounting to only a few mil- 
lion dollars. Barter trade with Hong Kong, however, 
increased considerably during the first five months of 
1956. The unfavorable trade balance of the Philippines 
with Hong Kong was accordingly reduced to HK$6.4 
million during this period, against HK$21 million in the 
corresponding period last year. 

Sources: Philippine Association, Philippine Newsletter, 
July 19, 1956, and The Journal of Commerce, 


July 23, 1956, New York, N.Y. 


United States and Canada 


Housing Construction in the United States 


Private housing construction in the United States de- 
clined in June to a seasonally adjusted annual rate of 
1,070,000 units, the lowest monthly rate since January 


1954. The June rate was 4 per cent below that for May 

and 22 per cent lower than in June 1955. For the first 

half of this year, private housing starts were 18 per cent 

below those in the corresponding 1955 period. 

Source: The Wall Street York, N.Y., 
July 17, 1956. 


Journal, New 


Canadian Investment Plans 


Projected expenditure on fixed capital formation in 
Canada during 1956 is now estimated at almost $8 bil- 
lion, according to an official mid-year survey of the 
intentions of business organizations and public authori- 
ties. This is 7 per cent higher than the original forecast 
and 28 per cent higher than actual expenditures in 1955. 
The estimates have been raised in almost every sector of 
the economy with the exception of housing, where out 
lays are now expected to be slightly below the original 
forecast. The new estimates reflect newly planned o1 
finalized projects, such as the Trans-Canada pipeline, but 
also take into account moderate price increases. 

The larger expenditures now scheduled will place ad- 
ditional pressure on already scarce supplies of materials; 
therefore it is expected that actual investment will fall 
well below the planned total, with the balance being 
carried over into 1957. Even during the first half of 
the year expenditures were probably below the annual 
rate of $7.5 billion originally planned, as bad weather, 
steel shortages, and slow deliveries of equipment retarded 
schedules; in addition, housing and municipal construc- 
tion plans were affected by tightening credit conditions. 
Since then, cement and other building supplies and con 
struction labor have become scarcer, and there may be 
further delays because of the U.S. steel strike. 

Source: The Financial Post, Toronto, Canada, July 14, 
1956. 


Latin America 


Impediments to Economic Development in Mexico 


The rather slow response of the domestic market in 
Mexico to the general rate of economic development in 
that country is to be explained, according to the Banco 
National de Mexico, by the fact that, in spite of the urban 
and industrial migrations of recent years, agriculture is 
still overcrowded, with a consequent low average per 
capita agricultural income. The Mexican land reform 
program has not greatly extended the scope of the mar- 
ket economy. The multiplication of small peasant hold- 
ings has raised the standard of living, but it has not 
encouraged commercial agriculture of the kind that makes 
the rural population able to participate in the industrial 
market. The pattern of agricultural self-sufficiency still 
persists in many parts of Mexico. The continued over- 
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crowding of agriculture has stimulated migration, not 
only to the urban industrial centers, but also to seasonal 
and other temporary employment north of the border. 
The latter temporarily relieves rural demographic pres- 
sures, but offers no long-run solution of the agricultural 
underemployment problem. Migration to urban centers 
has been excessive, and has in fact retarded increases in 
the general urban standard of living. It has altered the 
pattern of marketing and distribution so rapidly as to 
overburden transport and distribution facilities with an 
upward pressure on prices and consequent general im- 
pairment of purchasing power. 

Productivity is low in most of Mexico’s manufactures, 
and high prices limit the scope of the domestic market. 
This is due in part to the investor's lack of experience. 
The investor and the entrepreneur are usually the same 
person, so that business decisions of a locational or 
operational character are often dominated by personal 
preference rather than by consideration for the highest 
standards of efficiency. There is, however, a growing 
appreciation of the benefits offered by industrial growth, 
including the significance of lower prices for consumers, 
and the capacity of the rural market to absorb manu- 
factures is expected to expand as a result of current 


programs for highway and railroad construction. 
Source: Banco Nacional de Mexico, S.A., Review of the 
Mexico, Mexi oO, D.1 - 


Economic Situation of 


June 1956. 


Export-Import Bank Loans to Mexico 


Two loans to Mexican firms, for steel plant and cement 
mill expansion, were announced on July 1 by the Export- 
Import Bank of Washington. 
Acero de Monterrey, S.A., one of the largest steel mills 


Fundidora de Fierro y 
in Mexico, received a $26 million loan for modernization 
and expansion. The total cost of the program, which 
includes plans for a new subsidiary to produce flat steel 
products, will exceed $35 million. 
Export-Import Bank loan will be used to purchase equip- 
ment in the United States. A credit for $292,000 was 
authorized for Cooperativa Manufacturera de Cemento 
Portland “La Cruz Azul” SCL for new U.S. equipment 
for its cement mill at Jasso, Hidalgo. The total cost of 
this project is estimated at $748,700. 


Source: Export-Import Bank of Washington, Press Re 
lease, Washington, D.C., July 1, 1956. 


Export-Import Bank Loans to Brazil 


The authorization of credit extensions totaling $15] 
million to Brazil by the Export-Import Bank of Washing 
ton was announced on July 30. The total covers $100 
million to finance the purchase of U.S. equipment for the 


rehabilitation of Brazilian federal and state railways: 


Proceeds of the 


39 


$10 million for Brazil’s initial port rehabilitation pro- 
gram; up to $15 million for the acquisition and repair 
of dredging equipment; $15 million to assist the Cia. 
Hidro-Eletrica do Sao Francisco, S.A., in purchasing 
U.S. materials, equipment, and services required for its 
program of increasing the capacity of its Paulo Afonso 
project on the Sao Francisco River; and $11.4 million 
for the acquisition in the United States of additional 
electric power generating and transmission equipment for 
the Camargos-Itutinga hydroelectric project in the State 
of Minas Gerais. 

The authorization brings to more than $200 million 
the total of credits to Brazil that have been approved by 
the Export-Import Bank in the past six months. Of the 
earlier credits, the largest was $35 million for equipment 
and materials to expand the National Steel Mill at Volta 
Redonda (see this News Survey, Vol. VIII, p. 251). 


Source: 


Export-Import Bank of Washington, Press Re- 
lease, Washington, D.C., July 30, 1956. 


Chilean Imports Under New Exchange System 


In the two months after April 16 when Chile’s new 
exchange system became effective (see this News Survey, 
Vol. VIII, p. 325), total exchange transactions amounted 
to the equivalent of US$20.2 million. This compares with 
a monthly average in 1955 of about $30 million. The 
During the first 
quarter of the year, the import permits issued covered 


sharp decrease is due to several factors: 


normal needs for an entire half year; stocks of imported 
goods appear to have been high; imports were affected 
by prevailing credit restrictions; and there was a natural 
reaction of the market to the drastic change in the system. 
\s in earlier years, imports during the two-month period 
were primarily from the dollar area 
of the total. 


about 66 per cent 


lhe rate of exchange during the period fluctuated with- 
in narrow limits. The U.S. dollar rate rose from Chil$490 
to Chil$498, or by about 2 per cent, and a similar change 
occurred in the rates for most other currencies. such as 
sterling, the Swiss franc, etc. Only the rate for the agree- 
ment dollar with Argentina and Brazil decreased—from 
Chil$420 to Chil$385; the rates for such currencies as 
Portuguese escudos, Dutch guilders, and Belgian francs 


remained practically unchanged. 


lhere was a substantial increase in the proportion of 


capital goods imported—particularly in the transporta- 


tion sector—and a decrease in imports of raw materials. 


It appears that this change in the composition of imports 


was due, at least in part, to the fact that most of the 
capital goods now being imported were previously sub- 
ject to rather strict quantitative restrictions. Furthermore, 


it indicates the existence in Chile of raw material stocks. 


Total deposits made by importers with the Central 
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Bank—which, under the new exchange law, vary from 
3 per cent to 200 per cent of the value of the imported 
merchandise—amounted to approximately Chil$6.8 bil- 
lion on June 19. 


Although only the most tentative conclusions may be 
drawn from the experience of two months, it appears 
that some of the favorable aspects of the new system are 
a general feeling of confidence among industrialists and 
traders, and the fact that the possibility of importing 
current needs on a weekly or monthly basis has freed 
substantial amounts of working capital which, under the 
old system, would have remained tied up for periods of 
up to a year. 

On the other hand, it appears that the new exchange 
system has not solved the problems of marginal exports, 
such as sulphur, wine, gold, fishing industry products, 
etc. In addition, there has been a reduction in exports 
of agricultural and industrial products. The opinion is 
being voiced that the rate of Chil$500 applicable to 
these products is not sufficient to permit competition in 
the international markets. Furthermore, the high level 
of imports (about $30,000 per day) of some nonessential 
items, such as station wagons, fountain pens, sewing 
machines, etc., has been a matter of serious concern to 


the authorities. 


Source: Panorama Economico, Santiago, Chile, July 6, 


1956. 
Other Countries 


Australian Budget Results 


The Australian Treasurer has announced a surplus of 
£A 61.3 million for 1955-56 in the Consolidated Revenue 
Fund. This amount was used to finance expenditures 
outside the Consolidated Revenue Fund, relating prin- 
cipally to the Loan Council capital works program. How 
ever, the surplus together with proceeds from foreign 
and domestic public loans proved insufficient to meet 
government expenditures outside the Revenue fF und, and 
the year ended with a small over-all cash deficit. The 
increase in the Treasury bill issue for the year was £A 5 
million. 

The original estimates of the Consolidated Revenue 
Fund had indicated a £A 49 million surplus; the higher 
figure actually realized was due mainly to the additional 
taxation measures introduced last March (see this News 
Survey, Vol. VIII, p. 300). Excise and sales tax collec- 
tions exceeded the estimates by £A 13.3 million; total 
revenue exceeded the original budget estimate by £A 16 
million. Total expenditure exceeded the budget estimate 
by £A 3 million, principally because of salary and wage 
increases. 

Public loans in Australia provided £A 93 million to- 


ward the States’ works and housing program of £A 190 


million; loans in 1954-55 had been considerably higher 


(£A 123 million). Additional financing was provided 


from the proceeds of loans from the International Bank 
for Reconstruction and Development and from Canada 
(£A 24.2 million), the Consolidated Revenue surplus 
mentioned above, State domestic raisings, and certain 
other sources. 

Source: Department of the Treasury, Press Release, Can- 


berra, Australia, July 5, 1956. 


Australian Exchange Restrictions 


The Australian authorities announced on July 16 that 
the maximum exchange allowance for Australian tourists 
traveling in the sterling area has been reduced from 
£1,300 sterling to £1,000 sterling a person per year. No 
change has been made in the amount of £300 sterling 
which may be spent out of the allowance in countries 
outside the sterling and dollar areas. The maximum 
amount of dollars that may be provided for travel in 
the dollar area remains unchanged at $200. The limits 
on sustenance remittances by immigrants to relatives liv- 
ing overseas have also been reduced. 

Sources: The Times and The Financial Times, London. 
England, July 17, 1956. 


Fund Alternate Executive Director 
Dr. P. 


staff and more recently Director of the Balance of Pay- 
ments Division of the Reserve Bank of India, has been 
appointed Alternate Executive Director of the Fund for 
India, as of August 1, 1956, to succeed Mr. J. S. Raj. 


J. J. Pinto, formerly a member of the Fund 


Fund Transactions 


The record of Fund transactions published in /nter- 
national Financial Statistics, August 1956, shows that the 
Fund has agreed to a stand-by arrangement with Iran, 
whereby up to $17.5 million may be drawn between 
May 18. 1956 and November 17, 1956. 


luternational Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any view taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob 
tained free of charge by applying to 
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